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1 . IT IS CLEAR FROM REFTELS THAT PRESIDENT SUHARTO AND 

GOI MILITARY LEADERSHIP IN GENERAL ARE NOW PLACING INCREASED 
IMPORTANCE ON IMPROVING TERMS OF FMS CREDIT IN FY 77 (TWO-YEAR 
GRACE AND EIGHT- YEAR REPAYMENT PERIODS HAVE GENERALLY BEEN 
REQUESTED). INDEED, FMS CREDIT TERMS SEEM TO HAVE BECOME FOR THE 
INDONESIANS ONE OF THE CENTRAL ISSUES CURRENTLY AFFECTING OUR 
BILATERAL RELATIONSHIP. 

2. THERE ARE, OF COURSE, GOOD ECONOMIC REASONS FOR THE 
EMPHASIS PLACED ON BETTERING CREDIT TERMS. INDONESIA'S 
INTERNAL AND EXTERNAL CAPITAL RESOURCES CONTINUE TO BE 
SCARCE IN RELATIONS TO DEVELOPMENT REQUIREMENTS AND THE 
COUNTRY DEPENDS HEAVILY ON CONCESSIONARY ASSISTANCE FROM THE 
MEMBERS OF THE IGGI AND OTHER SOURCES. (IT SHOULD ALSO BE 
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NOTED THAT, ALTHOUGH THE GOES SECURITY CONCERNS HAVE 
INCREASED OVER THE PAST YEAR, THE FY 77 BUDGET PRESENTED TO 
THE PARLIAMENT THIS WEEK CONTINUES TO ALLOT LESS THAN THREE 
PERCENT OF INVESTMENT FUNDS TO DEFENSE, IN KEEPING WITH THE 
NATION'S OVERALL ECONOMIC DEVELOPMENT ORIENTATION.) BECAUSE 
OF DEBT SERVICE PAYMENTS, THE NET INFLOW OF FOREIGN EXCHANGE 
WILL DROP FROM NEARLY $2 BILLION IN 1976 TO LESS THAN 
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$250 MILLION IN 1979. EVEN ASSUMING CONTINUATION OF THE 
CURRENT LEVEL OF EARNINGS FROM OIL EXPORTS AND SIGNIFICANTLY 
GREATER DISCIPLINE IN SHORT-TERM BORROWINGS, INDONESIA’S DEBT 
SERVICE BURDEN IS EXPECTED TO APPROACH THE TRADITIONAL DANGER 
ZONE OF AROUND 20 PERCENT BY 1979/80. ALTHOUGH PERHAPS 
SMALL IN RELATION TO THE OVERALL DEBT PROBLEM, AND IMPROVEMENT 
IN FMS CREDIT TERMS WOULD COME AT A MOMENT WHEN RELIEF IS 
MOST NEEDED. 

3. THERE ARE EQUALLY IMPORTANT POLITICAL CONSIDERATIONS 
UNDERLYING THE CURRENT GOI INTEREST IN THIS ISSUE. INDONESIANS 
TEND TO ASSOCIATE THE LIBERALITY OF FMS CREDIT TERMS WITH THE 
DEGREE OF USG INTEREST IN INDONESIA'S SECURITY. FAILURE TO 
RESPOND IN TIMELY AND FORTHCOMING FASHION TO SIGNALS INDONESIANS 
HAVE GIVEN US IS LIKELY THEREFORE TO BE MISREAD IN HIGHEST 
POLICY-MAKING CIRCLES HERE. 

4. WE HOPE THAT WASHINGTON AGENCIES WILL AT THIS TIME GIVE 
FAVORABLE CONSIDERATION TO GRANTING INDONESIA LONGER 
REPAYMENT PERIOD FOR FY 77 CREDIT. AS SOON AFTER 
JANUARY 20 AS POSSIBLE (WE SHOULD NOT RPT NOT AWAIT ACTUAL 
INDONESIA REQUEST FOR FINANCING AGREEMENT), WE RECOMMEND THAT 
INDONESIANS BE INFORMALLY TOLD THAT US WILL AGREE TO 
IMPROVED CONDITION FOR FINANCING AGREEMENTS UNDER FY 77 

FMS APPROPRIATION. THIS GESTURE WOULD, WE BELIEVE, DO MUCH 
TO ALLAY INCREASINGLY EVIDENT GOI CONCERN THAT NEW ADMINISTRATION 
IS PLACING SOUTHEAST ASIA IN GENERAL AND INDONESIA IN PARTICU- 
LAR FAR DOWN ON THE LIST OF ITS PRIORITIES. 
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5. STATE 003181 JUST RECEIVED. AS NOTED PARAGRAPH 1 ABOVE, 

GOI IS SEEKING TWO YEAR GRACE PERIOD FOLLOWED BY EIGHT 
YEAR REPAYMENT PERIOD. 

NEWSOM 
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